
 

 

 

 
 
 
30 July 2018 
 
Michael Ridgeway 
Executive General Manager – Corporate Strategy & Services 
Australian Financial Complaints Authority 
 

By email:  funding@afca.org.au 
 
Dear Mr Ridgeway, 
 

AFA Submission – Consultation: AFCA Funding Consultation Paper 
 

The Association of Financial Advisers Limited (AFA) has served the financial advice industry for over 70 
years.  Our objective is to achieve Great Advice for More Australians and we do this through:  
 

• advocating for appropriate policy settings for financial advice  

• enforcing a Code of Ethical Conduct  

• investing in consumer-based research  

• developing professional development pathways for financial advisers  

• connecting key stakeholders within the financial advice community  

• educating consumers around the importance of financial advice  
 

The Board of the AFA is elected by the Membership and all Directors are currently practicing financial 
advisers.  This ensures that the policy positions taken by the AFA are framed with practical, workable 
outcomes in mind, but are also aligned to achieving our vision of having the quality of relationships 
shared between advisers and their clients understood and valued throughout society.  This will play a 
vital role in helping Australians reach their potential through building, managing and protecting 
wealth.  
 

Introduction 
 
Thank you for the opportunity to provide feedback on the AFCA funding consultation paper. 
 
We note that we have been asked to provide feedback on four questions, yet much of the 
consultation paper addresses workflow modelling, which is not the subject of any consultation 
questions.  We are not in a position to comment on the workforce planning discussion and will need 
to rely upon the analysis that AFCA have undertaken.  We do however note that this appears to be 
reliant upon only high-level data from the Superannuation Complaints Tribunal and some important 
assumptions where there is a risk that they may not play out. 
 
Page 6 in a section on summary of consultation states that AFCA is not seeking comment about the 
value of complaint fees, membership fees or the basis for calculation of the Superannuation levy.  It 
seems unusual to seek feedback on the funding model without seeking feedback on the fees that 

Association of Financial Advisers Ltd  
ACN: 008 619 921   
ABN: 29 008 921  

PO Box Q279  
Queen Victoria Building NSW 1230  

T 02 9267 4003 F 02 9267 5003  
Member Freecall: 1800 656 009  

www.afa.asn.au  

 

mailto:funding@afca.org.au


AFA Submission – Consultation on AFCA Funding 

 2 

drive the funding.  Accordingly, we are somewhat confused by the purpose of this consultation 
process. 
 
One important factor that may have a material impact upon the level of complaint activity and AFCA 
workforce planning is the Royal Commission.  There is no mention of this, however we would 
presume that complaint volumes have increased over the course of 2018, since the commencement 
of hearings at the Royal Commission.  With the upcoming round on superannuation, we recognise 
the risk that this could trigger a material increase in complaints, yet the funding model for 
superannuation complaints does not have provision for a user pays element.  It is unclear how a blow 
out in costs on superannuation complaint activity will be covered.  We note that the impact of the 
Royal Commission will be at two levels.  Firstly, in prompting clients and members of superannuation 
funds to complaint, but also in terms of encouraging certain legal firms to be more active in 
advertising and promoting legal activity.  We do not oppose lawyers being involved in complaint 
matters where that is absolutely necessary, however in most cases complaints to AFCA should not 
require a lawyer and the impact will be that the lawyer takes a significant share of any compensation 
award. 
 
We also appreciate that the increase in the monetary limits and compensation caps will most likely 
impact upon complaint volumes and the level of activity.  Given the expectation of more higher value 
complaints, it would be expected that these will be complex complaints that are resource intensive. 
 
AFCA will have responsibility for finalising outstanding FOS and CIO complaints.  There is mention of 
this in the consultation paper, yet no discussion on the timeframe for these matters to be addressed 
and an assumption that they will be addressed through existing resources. 
 
The AFA had expected more details in terms of the current and proposed fee models for AFCA, FOS 
and CIO.  We would also have expected to see direct side by side comparisons of the cost structure 
of AFCA relative to the historical cost structures of FOS, CIO and the SCT.  It is not possible on the 
basis of what has been provided to assess whether the AFCA plan involves an increase or a reduction 
in the total costs. 
 
The AFA supports the principles of the AFCA funding model as set out on page 9, however we note 
the risk of the fixed levy approach to superannuation potentially impacting upon the principle of 
minimising sectorial cross subsidisation should superannuation complaint volumes exceed the 
expectation. 
 

Response to Questions Raised in the Consultation Paper 

 
1. Do you have any fundamental concerns with the high level three phase funding model 

approach, and if so what are they? 
 
We support the three-phase funding model approach; however, we provide the following comments: 

• It is not clear to us exactly how the $5.5m in transition costs are being collected.  $1.4m is 
coming from FOS Reserves and $1.7m is coming from the Federal budget.  Where is the 
remaining $2.4m coming from?  If you look at this from the perspective of the contribution 
from the superannuation funds, firstly it is complicated to determine the additional provision 
to cover transition costs by having no direct comparison for the 2017/18 year.  Secondly it is 
stated that the levy for the remaining 8 months in 2018/19 will be $6.9m, yet the 2019/20 
figure will be $11.7m.  We are confused by this, as $6.9m over 8 months is equivalent to 
$10.3m for a full 12 months, which brings into question the extent to which the $6.9m 
includes any provision for transition costs.  Page 10 refers to how “the balance of the AFCA 
transition funding will be recovered across existing FOS and CIO members as well as the 
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superannuation sector through membership fees and the superannuation levy”, yet it is not 
explained how it will be recovered from FOS and CIO members and it is elsewhere explicitly 
stated that there will be no membership fees for superannuation members. 

• We support the interim funding model being broadly based upon the existing arrangements, 
with minimal change, although we question the reason for the funding for superannuation 
funds to remain the same for nearly 3 years.  We would have expected the transition to a 
user pays model to have commenced for superannuation funds in a shorter timeframe.  We 
also note that there is some uncertainty as to when the new long-term model will start.  
Page 2 suggests 1 July 2021, however the table on page 8 appears to imply 1 July 2022.  This 
might be addressed by simplifying the expression of timeframes in the table on page 8. 

• We support the approach to developing a sound basis of evidence, before undertaking a 
further review and building a longer-term funding model.  We note however the statement 
that it is difficult to predict more than 18 months in advance and that complaint volumes are 
influenced by a range of factors including economic conditions, that could change in the 
meantime. 

 
We note the reference to the FOS Reserve, however this raises questions as to the full amount of this 
reserve and the availability of any reserves with either CIO or the SCT. 
 
2. Does the proposed interim funding model, including the levy for superannuation trustees, 

provide a reasonable approach to enable AFCA to establish an evidence base of complaint 
volumes and flows, and to inform any subsequent long-term funding model? 

 
We agree that the interim funding model does provide for a period of time to consolidate the three 
operations, develop systems and standardised procedures and to drive out efficiencies.  This should 
enable a sound basis to prepare solid expectations of future complaint volumes and to prepare a 
reliable plan for the future, although noting exposure to external factors.  As discussed above, we 
question the delay in the development of a user pays model for superannuation funds.  We also raise 
the point that a transition to a user pays model may have an impact upon the way that 
superannuation funds manage complaints and thus this change might be better to implement and 
allow to play out before the final funding solution is developed. 
 
A timeframe of nearly three years does seem reasonably long, however we note that it will take 
some time to consolidate the three businesses and it may take some time to drive out operational 
efficiencies.  We would assume that where this can be done sooner and that a firm basis of evidence 
existed, then it might be possible to move to a longer-term solution sooner. 
 
3. Do you have any comments on invoicing arrangements for superannuation trustees in relation 

to the superannuation levy? 
 
This question does not directly impact our members and therefore our response is based upon an 
assumption that superannuation funds would prefer to spread the cost out across the year.  We 
therefore favour the proposal of two 50% payments across the year, rather than a single payment of 
100% of the levy at the start of the year.  If we contrast this with members in other categories, it is 
important to note that those members who are subject to the user pays approach, will be paying on 
a monthly basis and will therefore have the cost spread out across the year. 
 
4. Are there any other issues that require consideration? 
 
We note that some superannuation funds are currently also members of FOS and/or CIO, yet under 
AFCA it is proposed that they will not be required to pay membership fees and will only need to pay 
the superannuation levy.  We ask the question as to why historically they have been members of FOS 
or CIO if all their complaints would have been covered under the SCT?  We ask what the financial 
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impact upon AFCA might be as a result of the exclusion of these funds from paying membership 
fees?  We believe that it would be beneficial to show the financial impact of such decisions.  This 
would also extend to the financial impact of the change in the membership fee for ACRs. 
 
We note that ACRs will not be voting members of AFCA unless they chose to pay the minimum $350 
membership fee.  We assume that they are currently voting members and therefore question the 
broader rationale for this and the full implications. 
 
Concluding Remarks 
 
Our members have expressed concern about the likely impact of the formation of AFCA on the cost 
of membership of the EDR regime.  We are pleased that on the basis of this consultation paper, the 
message is that costs should not increase for the majority of members.  This is a pleasing outcome 
and we look forward to further reporting on the progress of the establishment of AFCA and 
participation in the consultation on the final funding model. 
 
The AFA welcomes further consultation with AFCA should it require clarification of anything in this 
submission.  If required, please contact us on (02) 9267 4003. 
 
Yours faithfully  
 
 
 
 
Phil Anderson 
General Manager Policy and Professionalism 
Association of Financial Advisers Ltd 
 


